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9904.418 Allocation of direct and indi-
rect costs.

9904.418–10 [Reserved]

9904.418–20 Purpose.
The purpose of this Cost Accounting

Standard is to provide for consistent
determination of direct and indirect
costs; to provide criteria for the accu-
mulation of indirect costs, including
service center and overhead costs, in
indirect cost pools; and, to provide
guidance relating to the selection of al-
location measures based on the bene-
ficial or causal relationship between an
indirect cost pool and cost objectives.
Consistent application of these criteria
and guidance will improve classifica-
tion of costs as direct and indirect and
the allocation of indirect costs.

9904.418–30 Definitions.
(a) The following are definitions of

terms which are prominent in this
Standard. Other terms defined else-
where in this chapter 99 shall have the
meanings ascribed to them in those
definitions unless paragraph (b) of this
subsection, requires otherwise.

(1) Allocate means to assign an item
of cost, or a group of items of cost, to
one or more cost objectives. This term
includes both direct assignment of cost
and the reassignment of a share from
an indirect cost pool.

(2) Direct cost means any cost which
is identified specifically with a par-
ticular final cost objective. Direct
costs are not limited to items which
are incorporated in the end product as
material or labor. Costs identified spe-
cifically with a contract are direct
costs of that contract. All costs identi-
fied specifically with other final cost
objectives of the contractor are direct
costs of those cost objectives.

(3) Indirect cost means any cost not
directly identified with a single final
cost objective, but identified with two
or more final cost objectives or with at
least one intermediate cost objective.

(4) Indirect cost pool means a grouping
of incurred costs identified with two or
more cost objectives but not identified
specifically with any final cost objec-
tive.

(b) The following modifications of
terms defined elsewhere in this chapter

99 are applicable to this Standard:
None.

9904.418–40 Fundamental require-
ments.

(a) A business unit shall have a writ-
ten statement of accounting policies
and practices for classifying costs as
direct or indirect which shall be con-
sistently applied.

(b) Indirect costs shall be accumu-
lated in indirect cost pools which are
homogeneous.

(c) Pooled costs shall be allocated to
cost objectives in reasonable propor-
tion to the beneficial or causal rela-
tionship of the pooled costs to cost ob-
jectives as follows:

(1) If a material amount of the costs
included in a cost pool are costs of
management or supervision of activi-
ties involving direct labor or direct
material costs, resource consumption
cannot be specifically identified with
cost objectives. In that circumstance, a
base shall be used which is representa-
tive of the activity being managed or
supervised.

(2) If the cost pool does not contain a
material amount of the costs of man-
agement or supervision of activities in-
volving direct labor or direct material
costs, resource consumption can be
specifically identified with cost objec-
tives. The pooled cost shall be allo-
cated based on the specific identifi-
ability of resource consumption with
cost objectives by means of one of the
following allocation bases:

(i) A resource consumption measure,
(ii) An output measure, or
(iii) A surrogate that is representa-

tive of resources consumed.

The base shall be selected in accord-
ance with the criteria set out in
9904.418–50(e).

(d) To the extent that any cost allo-
cations are required by the provisions
of other Cost Accounting Standards,
such allocations are not subject to the
provisions of this Standard.

(e) This Standard does not cover ac-
counting for the costs of special facili-
ties where such costs are accounted for
in separate indirect cost pools.
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